This paper reports the results of an experiment designed to test for the presence of debt aversion. The population who participated in the experiment were recent financial aid candidates and the experiment focused on student loans. The goal is to shed new light on different aspects of the perceptions with respect to debt. These perceptions can prevent agents from choosing an optimal portfolio or from undertaking attractive investment opportunities, such as in education. The study design disentangles two types of debt aversion: one that is studied in the previous literature, which encompasses both framing and labeling This paper is a product of the Education Team, Human Development Network. It is part of a larger effort by the World Bank to provide open access to its research and make a contribution to development policy discussions around the world. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The author may be contacted at hpatrinos@worldbank.org. effects, and another that controls for framing effects and identifies only what we denote labeling debt aversion. The results suggest that participants in the experiment exhibit debt aversion, and most of the debt aversion is due to labeling effects. Labeling a contract as a "loan" decreases its probability of being chosen over a financially equivalent contract by more than 8 percent. The analysis also provides evidence that students are willing to pay a premium of about 4 percent of the financed value to avoid a contract labeled as debt.
Introduction
Borrowing constraints may have a large impact on an individual's investment-in tradeable assets and, notably, in education and in other forms of human capital. On the aggregate, borrowing constraints may also have a large impact on asset prices. Several explanations have been given for why borrowing constraints exist, ranging from asymmetric information to legal barriers (for example, Zhang (1997) ). In this paper we investigate a different source of borrowing constraints: a psychological aversion to debt on the part of potential borrowers. We define debt aversion as the unwillingness to enter into a financial contract framed as debt relative to a financially equivalent contract framed as an income contingent contract. Such unwillingness is a violation of rational behavior (the agent should be indifferent) and implies that agents could be taking a suboptimal amount of debt.
Investments in education are a natural place to look for debt aversion. Pursuing a higher education degree is one of the largest investment decisions that most individuals face. The investment appears to offer large risk-adjusted returns (Card (1999) , Psacharopoulos and Patrinos (2004) , and Palacios-Huerta (2003)), so missing the opportunity to pursue a higher education degree can potentially have large welfare consequences. Students also typically need to finance their education, so that borrowing constraints are likely to affect their investment decision. Thus, our analysis focuses on a population where the presence of debt aversion is particularly relevant.
This study takes previous research one step further by taking a finer look at the sources of debt aversion. A student's aversion could stem from the characteristics of the contract, the framing of the contracts offered to them, or from a negative perception associated with the words "debt" or "loan". Whereas we do not address an aversion due to the characteristics of the contract, we focus on aversion due to the framing of the contract and due to a negative perception associated with these words. We suggest two measures of debt aversion, one comparable to the previous literature, which encompasses both framing and labeling effects, and another that only captures labeling effects. We denote the latter labeling debt aversion. We report these measures of debt aversion among a diverse population of students who are seeking ways to finance their education. To our knowledge, this is the first study to measure debt aversion among a non-U.S. student and recent graduate population and the first one to disentangle the sources of debt aversion into framing and labeling effects.
We conducted surveys in three Latin American countries: Chile, Colombia and Mexico. People were asked to choose between contracts that were framed as debt or as an income-contingent contract.
1 1422 persons answered the survey, of which 767 responded to the questions most relevant to this study. We randomly assigned the 1422 respondents to a treatment or a control group. 2 Following Palacios (2004) , who shows that paying a percentage of income up to a cap (a "capped" Human Capital Contract, or HCC) is financially equivalent to an income-contingent loan, we framed financially equivalent contracts as "loans" or "HCCs" and asked respondents which one they would prefer. Debt aversion would manifest as a preference towards HCCs over loans. To identify labeling debt aversion, the treatment group had each contract clearly labeled as a "loan" or as a "HCC", whereas the control group had no label attached to either contract. With the exception of the label, the differences in the wording in the explanation of HCC and loan were exactly the same for both groups. This design allows us to control for framing effects, and to identify labeling debt aversion as the excess of preference for HCC in the treatment group with respect to the control group, analogously to a difference-in-differences design. Next, we attempt to measure the monetary value of labeling debt aversion. We asked respondents to provide the fixed monthly payment that would make them indifferent between that contract and a capped contract. The treatment group's question labeled the fixed payment contract as "debt", whereas the control group's question labeled the fixed payment contract as a "different contract". We then investigate whether students in the treatment group are willing to pay the same monthly amount as students in the control group. Students in the treatment group willing to pay on average less than students in the control group would be evidence of labeling debt aversion.
We find evidence consistent with debt aversion and label debt aversion, even with the small sample size of the study, suggesting that it affects the choices students make when considering an investment on education. When confronted with contracts with identical financial payoffs, a larger fraction of respondents prefer the HCC contract compared to the debt contract (some are indifferent). Furthermore, most of this difference seems to be due to the labeling debt aversion. Labeling a contract a "loan" decreases the probability that a respondent will choose it by more than 8%.
Moreover, on a finer test of the debt aversion hypothesis, we estimate that participants place a premium to avoid contracts labeled as debt. The premium is about 4% of the financed value, and is statistically significant. Our results suggest that students disfavor contracts labeled as debt, and therefore the way financing alternatives are presented to Inc. Lumni is a for-profit student-financing company, operating in Chile, Colombia, Mexico and the United States. Distinctively, Lumni does not offer loans to students, but instead offers variations of Human Capital Contracts, contracts in which students agree to pay a percentage of their income during a fixed period of time. As of February 2011, Lumni had financed approximately 1,800 students and had twice as many applications in the four countries mentioned above. Palacios, one of the authors of this study, is a cofounder and the second largest shareholder in Lumni Inc.
2 Table 1 shows that not only the sample of respondents, but most importantly the sample of people who responded the relevant questions are on average very similar across treatment status. them may have a significant impact on their choices.
The results in this study imply that, at least in terms of human capital investment, debt aversion exists and may potentially distort investments. The results have implications for policymakers promoting access to higher education and providers of student financing. The label of the financial mechanism seems to matter to achieve their goals. More broadly, this finding suggests that debt aversion may act as a self-imposed borrowing constraint affecting agents' portfolio decisions and, indirectly, asset prices.
The next section revisits the previous literature on the topic. Section 3 explains in more detail the survey methodology and the identification strategy. Section 4 presents and discusses the results, and section 5 concludes.
Literature Review
Credit frictions have been studied in different settings to understand how optimal choices are affected by their presence as well as to explain asset pricing anomalies (e.g., Constantinides et. al. (2002) and Guiso et. al. (1996) ). These frictions are typically associated with asymmetric information or a compatibility constraint given by bankruptcy laws (Zhang (1997) ). In this paper we explore debt aversion as a potential source of a credit friction, particularly in education financing.
Ever since Becker (1993) and Mincer (1974) started measuring the returns to education, the estimates found are abnormally high around the world (e.g., see Patrinos and Psacharopoulos (2004) ) for a survey). The ratio between the wages of higher education graduates and high school graduates varies across time and countries, but is typically 50% or higher.
3 Further, when comparing developing and developed countries, although the former countries have generally higher returns to education, they also have lower levels of education on average (Patrinos and Psacharopoulos (2004) ). This suggests that people may be underinvesting in education, particularly in developing countries. 4 One plausible reason for this underinvestment is the presence of frictions that prevent an efficient match between capital and education investments. Barr (2001) suggests that information asymmetry is an important source of such friction. On the one hand, students do not have good information about the value of education. On the other hand, potential investors cannot force graduates to work to obtain a return on their investment, and cannot get a tangible asset as collateral. As a result, valuable investment opportunities go unfunded.
Another source of friction is aversion to risk. While worthwhile on average, education is a risky investment. Debt, which is by far the most widespread credit instrument to finance education, does not transfer much risk away from the student, so students with loans take a substantial amount of risk. As a result, risk-averse individuals will be less likely to take loans. Friedman (1955) proposed an alternative to debt, analogous to the equity investments capitalists make in risky projects. Palacios (2004) analyzes this alternative, which he calls Human Capital Contracts (HCCs). During the last 25 years an increasing amount of income contingent loans, which are equivalent to a HCC with a cap in the payments students make, have been made available by governments and in some few instances, by the market. These instruments transfer risk away from students and thus partially aleviate the problem that students financing their education with loans face.
Debt aversion may be another source of friction in the higher education financing market. If students dislike debt, they might simply not invest as much in their education as they would have if the contract was framed differently. This underinvestment of education will imply lower wages over the rest of their career. Evidence supporting the existence of debt aversion stems from surveys that suggest certain demographic groups are unwilling to finance their education using debt (see Rasmussen (2006) and references therein). Experimental data offers contradictory evidence : Eckel et. al. (2007) find no evidence of debt aversion among Canadian citizens while Field (2009) provides empirical evidence from a field experiment that contracts framed as loans are less attractive for students than a convertible grant (a grant that converts into a loan) even though the financial payoffs are identical. The study of borrowing constraints from the perspective of debt aversion is, to our knowledge, only present in the labor economics literature.
Our work is similar in spirit to that of Eckel et. al. (2007) and Field (2009) . In the case of Field (2009) the choices are made in a real transaction, while in Eckel et. al. (2007) the choices are made in a survey under which respondents enter a lottery whose payoffs are related to their answers. We offer equivalent options to students, and observe their choices in a survey, contributing to the literature in two directions. First, our design allows us to disentangle framing effects and labeling effects, which sheds new lights into the nature of debt aversion. Second, our studied population comprises of individuals who typically apply for financial aid to continue their studies in developing countries, where the underinvestment of education is of particular importance.
Survey Description
This section describes the survey and the population in detail, emphasizing the research design used to identify and label debt aversion.
We designed the survey to refine our understanding of the sources of debt aversion in students. In particular, our design allows us to disentangle debt aversion due to the description of the contract (i.e., framing effect) from labeling debt aversion, that is, aversion due to the labeling of the contract. Previous work has not disentangled these two effects, and therefore their results reflect the combined effect of framing and labeling effects.
We conducted the survey by contacting via email over 3,000 people in Chile, Colombia and Mexico. This population had applied to get education financing, and about 1,800 of them had received financing. Out of these people, 1422 of them responded to the survey. The students who responded the survey were automatically assigned to either the treatment or the control group through a random algorithm.
After filling a form with demographic and current status information, the survey followed with 15 questions. The order of the questions was the same for all participants. The key questions for the purpose of this survey were questions 1 through 7.
5 Out of the 1422 respondents, only 767 responded the eight relevant questions, and throughout the paper we focus on this sample.
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The appendix contains the translated text of the survey's most relevant questions. Respondents in each country answered slightly different surveys that reflected the relative costs of education in each country. The amounts were translated into local currencies, and the size of hypothetical loans and payments were adjusted to reflect realistic contracts given each country's own reality. Whereas students in Colombia typically need US$3,000 to finance a year of education, a Chilean needs US$6,700 and a Mexican US$4,150. The surveys for each country reflected these differences. The parameters used for each country can be found in table 9. The survey was conducted in Spanish and the original text is available upon request.
Survey Questions and Identification Strategy

Questions 1-3: Choices between Contracts
To explore the presence of debt aversion due to the description of the contract, we presented respondents with financially equivalent contracts framed differently (i.e., question 1). The contract framed as a loan states that every month a fixed payment has to be made, with the exception of low-income months, in which only a percentage of income has to be paid. The contract framed as a Human Capital Contract (HCC) states that every month a percentage of income has to be paid, with the exception of high-income months, in which a fixed payment has to be made. The parameters of the contracts are specified so that the financial payments every month, regardless of the level of income, is the same across contracts. Debt aversion due to framing effect manifests here as respondents avoiding the contract framed as debt.
To explore the presence of labeling debt aversion -aversion due to the labeling of the contract -we randomly assigned respondents to two groups, the treatment or the control group. People in the treatment and control groups had exactly the same descriptions of the debt and the HCC contract, with one exception: the treatment group observed the labels "loan" and "HCC", while the control group did not. Debt aversion due to framing and labeling effects manifests here as respondents in the treatment group avoiding the contract framed and labeled as debt, and labeling debt aversion would manifest here as respondents in the treatment group avoiding the loan contract even more frequently than respondents in the control group. This identification strategy is analogous to the differences-in-differences strategy widely seen in empirical work.
We also asked a similar question when the loan contract is better than the HCC contract (i.e., question 2) and when the loan contract is worse than the HCC contract (i.e., question 3). 7 We expect that more people would accept the better contract in each question.
However, the fact that this is expected to happen the same way for both the treatment and control groups allows us to still identify labeling debt aversion in this context: in each question, it will manifest as respondents in the treatment group avoiding the loan contract even more than respondents in the control group.
Questions 4-7: Value of Debt Aversion
The previous questions allowed us to test for the presence of debt aversion and labeling debt aversion among those answering the survey. We further tested for labeling debt aversion by attempting to quantify the premium people would be willing to pay to avoid a contract labeled as debt. If labeling debt aversion exists, then the amount a borrower would be willing to pay in a contract labeled as debt would be lower than the payment she would be willing to make in a financially equivalent contract not labeled as debt. Thus, in questions 4 through 7 we offered people two contracts: in a capped contract, one pays monthly an amount that cannot be more than $200 and depending of the future income can be less than that.
8 In the second contract, a fixed monthly payment of $X is made. The person taking the survey is then asked what is the value X that would make him or her indifferent between the two contracts. The numbers reported in the next section are normalized to be a proportion of the maximum value $200 of the capped contract. Because a contract with fixed payment of X = 200 can never be better than a contract with maximum payment of $200, we expect the reported values to be lower or equal to one. We asked four questions, depending on whether the person would enter the workforce (1 or 2 years), and depending on the framing of the first contract (HCC or flexible debt). In all four questions, the only difference between the question for the treatment and the question for the control group is that in the treatment group the second contract was labeled "debt", while in the control group the second contract was labeled "a different contract". Again, the difference-indifferences design allows us to identify the premium to avoid a contract labeled as debt even though the contracts are not financially equivalent. A premium to avoid a contract labeled as debt would manifest as respondents in the treatment group reporting lower X than respondents in the control group.
Panel Regressions
In this section we explain the analysis we perform on the survey answers taking more than one question at a time, in order to get more precise estimates. The identification strategy still relies on the random assignment to treatment and control group as previously stated.
Questions 1-3
We test for the preference between loan and HCC using questions 1, 2 and 3 altogether, according to the following panel regression:
where Loan i,j takes the value of 1 if i chose debt in question j, 0 if i chose indifferent in question j, and -1 if i chose HCC in question j, j = 1, 2, 3. LoanBetter j is an indicator variable for whether j = 2 and HCCBetter j is an indicator variable for whether j = 3; T i equals one if respondent i is assigned to the treatment group and zero otherwise (i.e., i assigned to the control group).
In equation (1), α 1 identifies debt aversion due to the framing effect, and φ identifies the labeling debt aversion. The measure of debt aversion commonly used in the literature is α 1 + φ. α 2 is naturally expected to be positive and α 3 to be negative. We also report two additional specifications by augmenting specification (1) by observed demographic variables to improve the precision of the estimates. Additionally, we report estimates using a multinomial logit specification, to relax the assumption of linearity in equation (1).
Questions 4-7
We also estimate the premium to avoid a contract labeled as debt using questions 4, 5, 6 and 7 altogether, according to the following panel regression:
where Ql j is an indicator variable equals to 1 for j = l, j, l = 5, 6, 7, T i equals one if i is assigned to the treatment group and zero otherwise (i.e., i is assigned to the control group), and X i,j is the answer to question j by person i. The parameter β is identified to be the premium to avoid a contract labeled as debt. We also report two additional specifications by augmenting specification (2) by observed demographic variables to improve the precision of the estimates. Table 1 shows demographic characteristics of people based on their treatment status. People are on average 24 years of age, and very few of them (under 10%) have children or are married. About two-thirds of the respondents are still students, and about half of them are males. Finally, most of the data come from respondents from Colombia and Mexico. The table also shows that the people are very similar on average in terms of observed demographic characteristics across treatment status. As discussed in the previous section, this is expected due to the random assignment of the 1022 respondents and due to the fact that the difference in the questions across groups is likely to not have generated further selection problems.
Data and Results
Testing for the Existence of Debt Aversion
We begin with an analysis of respondents' choices between financially equivalent contracts framed or labeled differently. Table 2 shows the raw data from respondents' answer to questions 1 through 3. When confronted with financially equivalent contracts (i.e., question 1), one framed and labeled as debt and the other framed and labeled as a Human Capital Contract (HCC), 37% of the respondents in the treatment group chose debt and 50% chose HCC. This difference (i.e., 13%), also seen in the panel A of Table 3 is our first evidence of the presence of debt aversion. It encompasses both framing and labeling effects, and therefore is similar in nature to the coefficients reported in the previous literature (for example, Field 2009). The difference of 2% in the control group suggest that the debt aversion due to framing effects is small. The difference-in-differences estimate, 11%, suggest that most of the debt aversion is due to labeling effects. Table 2 and the first panel of Table 3 show also the results for questions 2 and 3. When the loan contract is better than the HCC contract, some people in both the treatment and control groups switch from indifferent to preferring the loan contract, and vice-versa, which suggest some internal consistency in the results. The labeling debt aversion is still high and statistically significant for these questions, although the estimates are relatively imprecise, ranging from 7% for question 3 to 18% for question 2.
To exploit the information offered by the first three questions simultaneously, and to attempt to estimate more precise estimates, we proceed to estimate simultaneously equation (1) for questions 1-3. Panel B of Table 3 summarizes the results for this model.
The first column of Table 3 shows the results of equation (1) when we do not use any additional control variables. Two coefficients are of interest. First, "Constant" identifies debt aversion due to framing effects. Although not significant, the estimated value is -.032, which is consistent with the value seen in panel A. The second coefficient of interest, "Treatment", identifies labeling debt aversion. Its estimate is equal to -0.131 and is significant at the 5% level. This coefficient means that a respondent who sees the contracts labeled as "loan" and "HCC" is 13.1 percent more likely to prefer the HCC than a respondent who had no labels associated with the contracts but had exactly the same wording. Thus, table 3 provides further evidence of the existence of labeling debt aversion. Our estimate of debt aversion under this specification is the sum of Treatment and Constant, which is -.163, implies that survey participants were 16% more likely to prefer an HCC over an income-contingent loan, even though these two contracts are financially equivalent.
The coefficient of "Loan Better" (0.120) has the expected sign as more people should choose the loan when it is cheaper, and is significant at 1% level. The "HCC better" coefficient (-0.076) also has the expected sign and is significant at the 1% level.
The second and third specifications of Table 3 estimate the same model augmented by control variables. Specification 2 includes indicator variables for the country, while specification 3 also include variables such as age, gender, study completion status and presence of children. The estimated coefficient for "Treatment" does not change, providing further evidence of the random assignment.
We repeat the previous analysis relaxing the linearity assumption of equation (1) by running a multinomial logit regression, where the choices are a preference for the HCC, indifference, or a preference for the loan. Table 4 reports the results for the marginal effect on the probability of choosing a given option, where the options are given in each column. The evidence of labeling debt aversion is still high and statistically significant, but under this specification it is much more precise. 8% people choose HCC because of labeling debt aversion. If the options did not have the label debt, then about 50% of these 8% students (4.19%) would have chosen indifference and the other 50% (4.73%) would have chosen the loan. Moreover, the sign of the coefficients of "Loan Better" and of "HCC Better" are consistent.
The previous results might be a function of respondents not realizing that the contracts they were choosing from where financially equivalent. To better understands what drives debt aversion, we make explicit to respondents that the contracts they are choosing from are equivalent, and ask again for their preference . Tables 5 and 6 analyze the results. We repeat the analysis of questions 1 through 3, both the linear regression and the multinomial logit model, but this time only using the information from question 4, where the students know that both the "HCC" and the "Loan" options are equivalent. Table 5 reports the results on the linear regression where Loan i,4 is the dependent variable, and the righ-side variables are the treatment effects and additional control variables.
in 5 we find that the treatment coefficient is equal to -0.18 and is significant at the 1% level. This coefficient means that a respondent who see the contracts labeled as "loan" and "HCC" is 18 percentage points more likely to prefer the HCC than a respondent who had no labels associated with the contracts but had exactly the same wording eventhough the respondent has been told that the contracts are equivalent. Among the additional control variables only the gender of the respondent is significant at a 10% level. Table 6 reports the marginal effects on the probability of choosing one of the three alternatives presented. We find that a person who sees the contracts labeled as "Loan" and "HCC" is 12.99 percentage points more likely to prefer the "HCC", 7.42 percentage points less likely to be indifferent between the alternatives and 5.57 percentage points less likely to prefer the "Loan". These results are significant at the 1% level, except preference for the "Loan", whichis not significant.
Given the above analysis, we conclude that there is evidence of debt aversion, particularly due to labeling effects, among a population similar to the one that routinely applies for education financial aid.
Measuring the Value of Debt Aversion
The evidence supporting the influence of labeling debt aversion in questions 1-3 leads to an attempt to measure the monetary value it might have. We report in this section the results of asking survey participants to choose between a fixed payment and an income contingent contract. In this case, the only difference between the treatment and control groups is the label of the contract. The treatment group saw the fixed payment contract labeled as "debt" whereas the control group saw the fixed payment contract labeled as a "different contract". We test whether the average fixed payment each group is willing to make differs between groups.
The contingent contract states a maximum that the person will have to pay monthly. We report the results as a proportion of these monthly maximum. Panel A of Table  7 shows the average payment for the total sample, and differentiated by treatment and control groups for the four related questions (i.e., questions 4-7). This table provides evidence that some respondents did not understand the question, since the reported average monthly payment is over 100% of the maximum in the contingent contract. The fact that the average reported values in the first question asked are substantially larger than in the other questions bring even more evidence that people did not understand the questions properly.
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Panel B of Table 7 shows the average payment when we restrict the sample to students who answer values lower or equal to 100%. The sample was reduced substantially, from 50% to about 80% of the full sample, depending on the question, although the treatment and control groups remain balanced.
10 The third column shows that students place some premium to avoid contracts labeled as debt, although the estimated values are only statistically significant for questions 6 and 7. Table 8 pools all the data from the four questions to estimate the premium to avoid a contract labeled as debt, as in equation (2). Three different specifications of the model are used, depending on the controls added in the regression. Specification 1 summarizes the findings for the model stated in equation (2). We find that respondents in the treatment group were, on average willing to pay 3.97% less monthly than people in the control group, significant at the 5% level. Again, we find that the treatment coefficient is relatively precise and very stable around 4%, and significant at the 5% level. The result for the best specification implies that people are willing to pay 4.5% more monthly to avoid a contract labeled as debt.
The estimates of the premium to avoid a contract labeled as debt are positive and 9 People were not allowed to revise their decisions in the previous question after they moved on to the next question.
10 These results are available upon request. statistically significant. Taking the results altogether, there is evidence of debt aversion, mainly due to labeling effects. Given these results, further attempts to estimate a monetary value of the impact of debt aversion becomes relevant in order to draw welfare and policy implications.
Conclusion
The results presented in this paper support the hypothesis that debt aversion affects investment decisions with respect to education. When financing their higher education, students shy away from a debt contract, particularly because of the label. In this section we discuss some potential drawbacks of our experimental approach, and suggest future research related to our findings. A potential problem with our specification is the different wording used to describe debt. In English they correspond to "debt" and "loan". Informally, when one talks about types of financing, ones talks about debt, whereas the actual contract is a loan. Our survey reflected these differences. When asked to choose between financially equivalent contracts, the actual label was "loan", whereas the questions that referred to the fixed payment included the word "debt". An alternative hypothesis is that loan aversion is different from debt aversion. Further study allowing for this difference would shed light on this question.
One practical constraint experienced in this study was its small sample size. The experiment was designed with this restriction in mind. For instance, our goal of identifying differences in the preference for one type of contract over another led us to ask questions in the same order across respondents. However, the order of the questions may be an important determinant of students' answers. If so, then our estimates would be biased. With a larger sample size, randomizing the order of the questions would allow us to control for this issue.
Moreover, before asking students for their preference we could have asked them whether they understand that the contracts they are asked to choose from are financially equivalent. On the one hand, including such question will shed more light on the reason students are observed to have debt aversion. On the other hand, the inclusion of such question will be artificial in the sense that in the real world setting students make decisions without the financial implications being spelled-out for them.
An important shortcoming of this experimental design is that it is a survey, so students are not actually choosing a financial instrument in a real transaction. Research in this direction could provide evidence on the extent to which the findings of this paper hold in a real financial transaction.
Another avenue of future research is to measure the consequences of the debt aversion behavior found in this paper. Not only students may decide to not invest in education because of such debt aversion, but also, conditional on accepting a loan, they may change other behaviors due to their debt aversion, which may lead to unanticipated long-term consequences. Finally, more broadly, it would be useful to see if the findings of this paper are also prevalent in other investment decisions agents make.
Appendix: Survey Questions
Below are the relevant questions that respondents answered in the survey. Other questions referring to respondents demographics, education, family background, and future income and employment expectations are not shown below (but available upon request). We highlight a few words below to emphasize differences between the control and treatment surveys. The original surveys were not highlighted. We also give a title to each question for the reader's convenience; the original survey questions did not have a title.
Question 1: Choosing between two financially equivalent contracts
Suppose you need $10,000 to finance a one year program. In one year you will join the workforce. How do you prefer to finance your education?
Control
Treatment 60 monthly payments of Loan: $200. If in any month your 60 monthly payments of $200. income is below $2,000, If in any month your income is then you only have to pay below $2,000, then you only 10% of your income in have to pay 10% of your that month.
income in that month.
monthly payments
Human Capital Contract: equal to 10% of your 60 monthly payments equal to income. If in any month 10% of your income. If in your income is larger than any month your income is $2,000, then you only larger than $2,000, then have to pay $200 in that you only have to pay month.
$200 in that month.
Indifferent Indifferent
Question 2: Choosing between a Human Capital Contract and a loan with flexible payments
The Human Capital Contract is financially worse than the flexible loan.
Control
Treatment 60 monthly payments of Loan: $180. If in any month your 60 monthly payments of $180. income is below $1,800, If in any month your income is then you only have to pay below $1,800, then you only 10% of your income in have to pay 10% of your that month.
monthly payments
Indifferent Indifferent
Question 3: Choosing between a Human Capital Contract and a loan with flexible payments
The Human Capital Contract is financially better than the flexible loan.
Control
Treatment 60 monthly payments of Loan: $220. If in any month your 60 monthly payments of $220. income is below $2,200, If in any month your income is then you only have to pay below $2,200, then you only 10% of your income in have to pay 10% of your that month.
monthly payments
Indifferent Indifferent Question 4: Fixed payments versus a Human Capital Contract 1-year financing
Suppose you need $10,000 to finance a 1-year program. In 1-year you will join the workforce.
To finance the $10,000, Lumni has offered you a human capital contract. The contract states that you will make 60 monthly payments equal to 10% of your income. If in any month your income is larger than $2,000, then you only have to pay $200 that month.
Control
Treatment Besides the human capital contract, Besides the human capital contract, another entity offered you a different another entity offered you a debt contract. contract. The contract states that you The contract states that you will make will make 60 monthly payments 60 monthly payments of $X dollars. of $X dollars. What value of X What value of X would make you would make you indifferent between indifferent between the human the human capital contract and the capital contract and the alternative contract?
debt contract?
Question 5: Fixed payments versus a loan with flexible payments 1-year financing Suppose you need $10,000 to finance a 1-year program. In 1-year you will join the workforce. To finance the $10,000, a financial institution has offered you a flexible debt. The debt states that you will make 60 monthly payments of $200. If in any month your income is less than $2,000, then you only need to pay 10% of your income that month.
Treatment Besides the flexible debt, another entity Besides the flexible debt, another entity offered you a different contract. The offered you a debt contract. The contract contract states that you will make states that you will make 60 monthly 60 monthly payments of $X dollars.
payments of $X dollars. What value of X What value of X would would make you indifferent between the make you indifferent between the human capital contract and the flexible debt and the debt contract? alternative contract?
Question 6: Fixed payments versus a Human Capital Contract 2-year financing
Suppose you need $20,000 to finance a 2-year program. In two years you will join the workforce.
To finance the $20,000, Lumni has offered you a Human Capital Contract. The contract states that you will make 60 monthly payments equal to 15% of your income. If in any month your income is larger than $3,000, then you only have to pay $450 that month.
Question 7: Fixed payments versus a loan with flexible payments 2-year financing
To finance the $20,000, a financial institution has offered you a flexible debt. The debt states you will make 60 monthly payments of $450. If in any month your income is less than $3,000, then you will only have to pay 15% of your income.
payments of $X dollars. What value of X What value of X would would make you indifferent between the make you indifferent between the human capital contract and the flexible debt and the debt contract? alternative contract? Table 1 Summary Statistics
This table shows the descriptive statistics for the subsample that answered questions 1 -8. We show results differentiated by treatment and control groups in columns 1 and 2, and the difference between groups in column 3.
The variables used are: age, male indicator, student status indicator, country, indicator for the presence of children, married indicator, an indicator for whether the mother of the respondent has an education degree equal or higher than high school, an indicator for whether the father of the respondent has an education degree equal or higher than high school. Panel A estimates framing and labeling debt aversion in questions 1-3 for each question separately. Panel B estimates them for questions 1-3 altogether, as in equation (1). The dependent variable in both panels is the variable Loan i,j , where Loan i,j = 1 if student i chooses the Debt in question j, Loan i,j = −1 if the HCC is chosen instead, and Loan i,j = 0 if the option "indifferent" is chosen. This table reports the answers for questions 5 through 8. The value is measured as a proportion of the monthly payment of each question. A choice of X > 1 is considered to be from people who did not understand the question, as it suggest they would prefer to pay X for sure instead of something less than X some of the time only. Thus, Panel A shows the results for all sample, and panel B shows the results for students who responded X ≤ 1 only. (2). The dependent variable is X, the proportion of the mopnthly payment that will make the respondent indifferent in each question. 
